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Abstract

Research background:Effects of monetary and fiscal policy on outputwtio has been
one of the major topics that economists have beeestigating. Monetary and fiscal poli-
cies are tools for economists and policymakersteectly direct the economy and facilitate
the growth and development of the country. Accayhiinit is critically important for poli-
cy-makers in the area of economy to study theiefiity and the effectiveness of such poli-
cies. But, so far, there has been no generallypdedeevidence suggesting the effectiveness
of either the policy in Turkey or around the worlldstead, the dominance of either policy is
subject to a change period to period and countoptmtry.

Purpose of the article:The purpose of this study is to analyze the gros¥factiveness of
fiscal and monetary policies and then determineckvioif these two policies is more power-
ful in promoting economic growth in Turkey over theriod 1998 and 2016.

Methods: To investigate the growth effectiveness of monetard fiscal policies, we use
some of the time series econometric techniqued) ascARDL Bounds testing, structural
break unit root tests and Granger causality tests.

Findings & Value added: Monetary policy variable is creating only short-refiects on
growth; but, it's not causing any Granger causatityit. On the other hand, fiscal policy
variable has a long-run significant effect and aayigo growth. Thus, the fiscal policy
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seems to be more effective than monetary policynduexamination period, implying the
rethinking the implementation of both policies inrkey. To the best of our knowledge, this
study is the first attempt to investigate the re&teffectiveness of economic policies on
growth in Turkey in terms of both methods used pedod chosen.

Introduction

Reacting to the economic conditions is generalgnsas the main purpose
of using monetary and fiscal policy instruments gnlicymakers. Even
though monetary policy is mainly designed to resptm inflation, and
fiscal policy to the state of public finance, bgitblicies can be used to react
to economic activity. As is mentioned in (Philippooset al., 2015), even
though it is widely believed that the implementataf fiscal policy is more
complex and controversial than that of monetaryicgolthe recent two
developments, the Stability and Growth Pact of Ekkand then more re-
cent global recession led by 2008 financial crisesye received a renewed
debate about the comparative efficacy of monetadyfescal policies. As is
pointed out by (Guerguiét al., 2017), because of large and prolonged
growth and employment costs of the crisis, thetkdieffect of monetary
policy when interest rates are stuck at the zenetebound, and the neces-
sity of increased public expenditure to avoid actdar stagnation” in this
environment, there is a great deal of consensusig@mconomists and poli-
cy makers for the use of fiscal policy as a couyidical instrument.

In the aftermath of 2008 crises, as is mentionedhimadiet al. (2016),
assessment of whether fiscal policy and monetaligypoan be influential
tools to stabilize economy and fostering/boostingnemic growth, espe-
cially for emerging market economies, like Turkbgs become one of the
most important topic in academic research and ypaliena. Still, the effec-
tiveness of monetary policy in controlling inflati@nd boosting output is
open to question. Similarly, there is no conserdmit the macroeconomic
effects of fiscal policy, since while large fisadgficits can crowd out pri-
vate spending, a protracted public investment-echf stimulus can boost
economic growth.

As Papaioannou (2018) argued, the effect of fiacdl monetary policy
on growth remains one of the most controversial deldatable topics in
modern macroeconomics. Unfortunately, as it is @reld in section 2,
provided empirical evidence, mainly depending orynésian economic
theory and neoclassical predictions, so far seefmetéar from producing
conclusive evidence. On the one hand, Keynesigogosuthat fiscal poli-
cy is the main policy tool to effect the output fiypporting aggregate de-
mand. On the other hand, neoclassical economigtedhat expansionary
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fiscal policy can hinder growth by crowding out {hrévate sector of sever-
al European countries, which may in part be duefigoal tightening
measures.

The aim of this article is to evaluate the rela@ffectiveness of mone-
tary and fiscal policies on growth in Turkey ovle tperiod of 1998 and
2016 by using ARDL Bounds test approach to co-iratiéign. To the best of
our knowledge, this study will be the first attentpt provide evidence
about this long-lasting debate among academicspahidy makers by us-
ing this method.

Besides this introduction, this article is struethias follows: Section 2
summarizes the monetary and fiscal policy stancd@urkey. Section 3
present theoretical and empirical literature. S&cd outlines the econo-
metric methodology and the data. Section 5 repbtsempirical results
and Section 6 concludes.

Monetary and fiscal policies in Turkey

In this section, while mainly focusing on 2000s, bv@efly summarize the
developments in the Turkish economy, since Monetarg fiscal policy
stances in Turkey during study period are maingpghl by neoliberal poli-
cies implemented starting in early 1980s. When werene the growth
performance of the Turkish economy in the post-paiod, it is fair to
conclude that Turkey has experienced volatile b@om bust cycles that
have hindered stable growth. Turkey’s macroecononstability prevent-
ed Turkey’s convergence with the world’s advancezhemies, because of
a range of factors including monetary policy, fioih liberalization, fiscal
profligacy, inadequate financial regulation, anccleange rate policies.
Unfortunately, whatever the underlying causes Hasen in the past, the
economy’s volatile structure has been a major chestand problem for
sustainable growth.

During the 1980s, Turkey initiated neoliberal pg@gwith an orthodox
stabilization policy, which also incorporated thiestf structural steps to-
wards a market-based mode of regulation. Turkeystoamed its industrial
model away from import substitution policies towambre export-led
growth, significantly opening up its economy to€ign capital and goods.
The first phase of neoliberal policies in Turkeyswaiccessful in terms of
its own policy goals. The first phase of reformssviallowed by a gradual
move towards trade liberalization in 1984 (whiclindnated in a Customs
Union with the EU eleven years later) and uncoledbliberalization of the
capital account in 1989. Following the liberalipatiof its capital account,
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the country experienced large inflows of capitatl drcame increasingly
dependent to them to achieve modest economic gr@witithe other hand,
the liberalization of the capital account in Turkiey1l989 has pushed the
economy into an unstable and risky path, increa#iiegfragility of the
domestic financial system substantially, leadingvtdatile and instable
growth path, causing to rise in drains or ‘leakages of inflows in relative
terms, and the external debt, and attracting admstiseeking and short-term
capital (‘hot money’) flows, therefore, contribugino increase in external
and internal instability (Ozer, 2017). Thus, sid&89, the Turkish econo-
my has experienced three “sudden stops” in whit¢hreal financing rapid-
ly dried up — in 1994, 2001 and 2008. These witivdila of foreign capi-
tal were associated with significant falls in GD®wth (Ozer, 2017).

During 1980s and 1990s, stance and scope of mgraal fiscal poli-
cies are mainly affected by developments in Turkisbnomy. As indicated
in Sen and Kaya (2015), those years can be charadesigeones with
a fragile banking sector, rising public debt, aadyé and persistent budget
deficits, a non-independent central bank and a fiscal policy manage-
ment. increasing need of government to financdutiget deficit created
significant adverse effects causing a crowding ioufinancial markets,
increasing the degree of Dollarization. As it isrmped out in Yorikglu
and Kiling (2012), high reliance of fiscal policy direct central bank ad-
vances inevitably restricted the effectiveness ohetary policy. But, fol-
lowing the devastating 2001 economic crisis, Turkestituted serous re-
forms, including effective fiscal consolidation, emproved monetary poli-
cy framework by granting the central bank indepa&icde After these re-
forms, the main focus of the central bank becareepifice stability. To-
wards this goal, the central bank implemented iaitpinflation targeting
(IT) between 2001 and 2005. And then, it starteddopt full-fledged IT
between 2006 and 2010. In 2015, the bank integffrtadcial stability to
IT. Finally, starting from 2016, the bank has shdwaronger focus on
structural factors. While the CBRT’s overarchingag®s to achieve price
stability and financial stability, currently monggepolicy is being explicit-
ly used to address exchange rate, inflation, cggditvth, GDP growth, and
capital flow dynamics.

Literature review

The need for assessing the relative effectivenessetary and fiscal policy
on growth requires a careful documentation of egldheoretical literature.
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Thus, in this section, we first review the theaatiiterature and then con-
tinue with summarizing the empirical literature.

Review of theoretical literature

As pointed out in Mencingest al. (2017), there are two key macroeco-
nomic policy tools that economic authorities cae tis affect economic
activity. These are fiscal policy and monetary @pliAccording to Bianchi
and llut (2017), during the 1960s and 1970s theafiguthority was the
leading authority, whereas the monetary authostyrile starting in the
early 1980s. The Keynesian view influenced manyolsch and by the
1950s it had dominated the mainstream economidsit bost popularity
during the inflationary 1970s, when it seemed eviere remote from the
problems of that decade. In the 1960s and 1970g)ehast thought,
which gave a new interpretation to the theory otrmaconomics on Mil-
ton Friedman's premise, emphasized that the majpope of the economic
policies should be control over the money supphd auled out the gov-
ernment intervention to economic activities (Kirmeger, 1986, p. 41).
Even though Keynes strongly advocated using fipodicy as the main
macroeconomic policy to stop recessions, he dichtsat oppose to the idea
that monetary policy surprises will change the stmeents through the
channel of interest rates and anticipations. UrtlleeKeynesians, Monetar-
ists consider the use of fiscal policy as the nmaason for economic insta-
bility (Meltzer, 1983, p. 14). Regarding policy iefency, Monetarists be-
lieve that monetary policy is more efficient thascél policy, as oppose to
Keynesians’ belief of relatively more efficientdad policy.

As explained in detail in Twinoburyo and OdhiamB618), theoretical
discussions about the role of economic policiegdiiig the economic
activity, particularly monetary policy, have beertle centre of research of
many models today, such as New Classical Model (NGFRI business
cycle models (RBC), the New Keynesian Model (NKMilaNew Consen-
sus Model (NCM). Also, it should be reemphasizest tihe devastating
adverse effects of the recent global recessiord0822009 and the fear of
another great depression has caused an incretsiirterest in Keynesian
ideas and brought a new wave of attacks on cldgsaxdition macroeco-
nomics.

According to The New Classical Monetary Model, thenetary policy
is neutral with respect to real variables. The Nelassical real business
cycle (RBC) theory asserts that money plays @ little in business cycles
created by rational agents responding optimallyetd shocks. Based on
the assumptions of rational expectations and tmiracous market clear-
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ing, it can be concluded that while anticipated gtary policy will have no
effect on the real GDP, unanticipated monetarycgolould will have
a temporary effect on real variables.

In new Keynesian models, prices and/or wages anedgarily inflexi-
ble, so that in response to outside shocks, widngés in fiscal or mone-
tary policy, quantities adjust. In new Keynesiandeils, it is believed that
while the monetary policy is neutral in the longrrit can affect output in
the short run.

The New Consensus Model, which is considered asodupt of the
New Classical Model and New Keynesian Model, assuthe rational
expectations and the short-run wage and price itiggd According to
Twinoburyo and Odhiambo (2018), it is also the negiproach behind the
inflation targeting regime, where while price staiis the primary aim,
growth is secondary. Considering the interest raseshe sole monetary
policy instrument, this approach emphasises thatatawy policy should
focus on short-run output stabilization and long-price stability. Within
this policy framework, while monetary policy usingpinly short-term in-
terest rates as a policy instrument can affectiteand side of the econo-
my, it eventually moves towards the long run sumglie equilibrium. This
theory suffers from a lot of criticism because t&f assumptions and its
practicability. Thus, according to Fontana (201 dominance of the
NCM models determining the scope of monetary polimt only ignites
the debate on the earlier theories’ but it alsseaminew questions about the
role of monetary policy on output.

In the aftermath of the recent financial and ecaooonisis, there are
still some fundamental divergences in the acadditei@ture on the effects
of fiscal policy. Relying on Keynesion theory, sog@nomists suggest the
use of fiscal policy as a countercyclical fiscalipp measures, such as
Auerbach and Gorodnichenko, (2012; 2013), Krugm2dl%), Romer
(2012). According to Attinasi and Klemn (2016), ehithe traditional
Keynesian theory, which is a standard I1S-LM mogetdicts positive and
large fiscal multipliers and assumes that privadgesamption increases in
response to a spending shock, in Real Busines® @yatlels, fiscal policy
is unable to influence output as government spegndmwds out private
consumption via a Ricardian (negative) wealth éffét New-Keynesian
models, the value of multipliers is found somewhiarbetween those pre-
dicted by the Keynesian theory and the RBC modéisnaassuming some
heterogeneity across private agents by includingadled “non-Ricardian”
households, which are assumed to be consumingdfieirtax disposable
income in each period. Also, some economists suchAlesina and
Ardagna (2010), Hebous (2011), Monacelli and Pe{@808) and Ravret
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al. (2007), in line with neoclassical economic theorythe modern eco-
nomic paradigm, strongly oppose to enacting sustafimeasures. Thus,
the existence of this scepticism about the thezaktind empirical frame-
work of fiscal policy has caused confusions in dieeisions of policymak-
ers regarding the implementation of appropriateafismeasurements to
stabilize the business cycle and revive economiiwigc As a result, re-
cently, world witness implementation of Keynesiaiscdl stimulus
measures and reduction of government spending,eisaw tax increases.
As is pointed out in Mencinget al. (2017), these fiscal measures can have
a significant effect on stabilization of economictigty and foster-
ing/boosting economic growth, affecting expectagiand confidence about
the future fiscal stance.

Review of related empirical literature

The effect of fiscal and monetary policies on gtowias generated
alarge number of empirical studies with mixed firgb using cross-
sectional, time series and panel data, such as, ®b8el data models,
VAR model, VEC Model and ARDL Model. The finding$ the majority
of studies indicate that fiscal and monetary peficare associated with
growth. In the studies, the results differ greatyording to the estimation
techniques used and/or the variable chosen.

Anderson and Jordan (1968) tested the relativectafmess of mone-
tary policy and fiscal policy in the United Statesing quarterly data, and
found that the effect of money policy proxied bymag supply is greater,
more predictive and faster than that of fiscal golproxied by government
expenditure on economic growth, suggesting theofiseonetary policy to
stabilize economy.

Unlike the findings of Anderson and Jordan (19618, results of study
of De Leeuw and Kalshbrenner (1969) indicated ftsatal policy creates
greater effect on growth than monetary policy.

Ajayi (1974) estimated the effects of the varialdédiscal and mone-
tary policies on economic growth using ordinarystesquare technique and
beta coefficients. He found that the impact of ntanepolicy is larger and
more predictable then fiscal policy on growth irg8liia.

Batten and Hafer (1983) investigated the generalitthe St.Louis ap-
proach by applying it to Canada, France, Germaapad, the United
Kingdom and the United States. They concluded thahey growth is
more important than fiscal actions in determiningRsgrowth.

Chowdhury (1986) examined the relative effectivenasthe two poli-
cies in Bangladesh by using St. Louis equation #re ordinary least
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square (OLS) technique, and concluded that fisctbres have a greater
impact on economic activity than monetary actionBangladesh.

According to the findings of the study of Cardi®91), both policies
create small effects on economic growth.

Olaloye and Ikhide (1995) tested the relative eéffecess of monetary
and fiscal policy by estimating a slightly modifiédrm of the basic St.
Louis model using monthly data over the period @@ and 1991 in Nige-
ria. They concluded that fiscal policy creates tgeeffects on the econo-
my than that of monetary policy.

By using the co-integration and error correcticaiework, Ajisafe and
Folorunso (2002) examined the relative efficacynainetary and fiscal
policies in Nigeria and found that monetary pollgs a greater effect on
economic activity fiscal policy.

Ali et al. (2008) examined the effects of fiscal and moneparjcy on
economic growth in South Asian countries using ahaata from 1990 to
2007 and Autoregressive distributed lag model. Tihdicated that money
supply had a positive and significant effect onregnic growth in the short
and long run; thus, they concluded that monetaficyds more powerful
than fiscal policy in supporting economic growttSauth Asian countries.

Khosravi and Karimi, (2010) examined the influerafefiscal policy
and monetary policy on growth in Iran, using theDARBounds test ap-
proach to co-integration, providing some eviderfceegative the impact of
exchange rate and inflation on economic growth sigdificant positive
effect of the government spending on GDP growthan.

Senbet (2011) used VAR analysis to investigaterétative effective-
ness of fiscal and monetary policies on outpuhimn WSA. They found the
positive significant impact of money supply on ezamc growth.

By using regression and correlation analysis, Kareeal. (2013) in-
vestigated the impact of fiscal and monetary pedicon the economic
growth in Nigeria and provided some evidence tldh marrow and broad
definitions of money have significant positive etfeeconomic growth in
Nigeria.

Based on the results of the recursive VAR modeliudu and Koech
(2014) found that the monetary policy did not hav&gnificant impact on
the real output.

Havi and Enu (2014) examine the relative effectasmnof monetary
policy and fiscal policy on economic growth in Ghaover the period of
1980 and 2012 by using regression analysis, anadftliat money supply
had a positive significant impact on the Ghanai@nemy.

Sen and Kaya (2015) found that both monetary arghfipolicies have
significant effects on growth in Turkey. But, theoma effective tool in
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stimulating economic growth is the monetary poli¢ese findings sug-
gest that both policies significantly influence gtb; they should be used
jointly but in an efficient manner.

Bokreta and Benanaya (2016) examined the relatifecteveness of
monetary and fiscal policy in Algeria using co-gtation and vector error
correction modelling, and found that in the long;rthe impact of govern-
ment expenditures is positive, while the effecttakes is negative on
growth, concluding that fiscal policy is more powthen monetary poli-
cy in promoting economic growth in Algeria.

Extensive work has been done in an attempt to kesttattne impact of
monetary and fiscal policy on economic growth, wéh little consensus to
date. In other words, even though there is a waage of studies on the
existing relationship between monetary policy, disgolicy and economic
growth, the relative effectiveness of these pddicda growth remains in-
conclusive. The effects of monetary and fiscal get on growth differ
according to countries, sample period and methadsd.urherefore, it will
be difficult to draw general conclusion and propssee policy measures
based on the existing studies.

M ethodology and data

To examine the relative effectiveness of monetarg fiscal policies on
output growth, we used the equation developed bgtefsen and Jordan
(1968), also called St. Louis equation. This equatan be expressed as:

Y=f (F, M, 2) (1)

where: Y represents the economic performance Maridb fiscal policy
variables; M monetary policy variables, and Z représ other variables
influencing economic performance.

To determine the existence of long-run equilibrivetationships be-
tween variables, which is co-integration, we use Mutoregressive Dis-
tributed Lag (ARDL) Bounds testing approach devebtbfpy Pesaran and
Shin (1998) and later expanded by Pesetaa. (2001). One of the most
important advantages of the ARDL method is thatwéables used in the
analysis can have mix of different degrees of irdtgn; that is, they can
be a mix of | (0) or I (1). Also, with the help o$ing this approach, one is
allowed to estimate short-run, long-run effectsuiameously by forming
an Error Correction Model (ECM) derived from the BR model without
loss of long-term information.
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Based on the Equation (1), it is plausible to espriéhe long-run rela-
tionship between Lgdp_sa, lcons_sa and pr in loggli form, with a view
of testing the long-run, short-run and causalitatienships between these
variables in Turkey as follows:

lgdp_sa; = By + Pilcons_sa; + L,pry + [3d2008q3 + & (2)

where: Igdp_sa is the log of Real GDP; Icons_dagsf government final
consumption expenditure, pr is policy rate and &2@0is dummy variable
for the third quarter of 2008.

An unrestricted error correction representatiothef ARDL framework
of Equation (2) can be written as:

Algdp_sa; =
ag + Zle 0;Alcons_sa;_; + Z?zlﬁiAprt_i + 81lcons_sa;_1 + (3)
O,p1i_q + O3lgdp_sa,_1 + ¢d2008q3 + v,

In order to test for existence of a long-run relaship, that is, to test the
existence of co-integration, between economic gnowbvernment final
consumption expenditure and policy interest rate,finst estimate Equa-
tion (3) by ordinary least squares (OLS) and thamycout an F-test for
joint significance of the coefficients of the laggevels of the variable.

Thus, the null hypothesis of no co-integration agitime variables in
Equation (3) is:

against the alternative hypothesis of cointegration
H1:61 7‘:62 7‘:63 #:0

To determine the outcome of the test, the Wald{testatistic) is used.
The asymptotic distribution of the F-test is noarstard under the null
hypothesis of no co-integration among the varigbkesd depends on
whether variables included in the ARDL model af® ir I(1), the number
of explanatory variables, whether the ARDL modehtains an intercept
and/or a trend; and the sample size. Pesaran anq18198) and Pesarah
al. (2001) have provided two critical values. The éoveritical bound as-
sumes all the variables are | (0), and the uppantt@ssumes that all the
variables are | (1).
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When the sample value of F-statistic is greaten tthee upper bound
critical value, reject the {Hand conclude that the variables are co-
integrated. If the computed value F-statistic i¥ethe lower bound criti-
cal value, do not reject thegtdnd conclude that there is no co-integration
among the variables. Finally, if the computed FRistias falls between the
lower and upper critical values, the result willibeonclusive, and in this
case one can test the statistical significancepeéd of adjustment coeffi-
cient. Significant speed of adjustment coefficiemlicates the existence of
co-integration among the variables.

By adopting ARDL approach, we can estimate thetslaord long-run
dynamic relationships. Therefore, Equation (3) lsamewritten as the error
correction version of ARDL model as follow:

Algdp_sa; = ay + Z?zl 0;Alcons_sa;_; + Zle o1 Apre_; + )
pd2008q3 + yecm;_1 + u;
where: ecm; is the error correction model term which has tanbgative
and statistically significant and represents theedpof adjustment to long
run equilibrium following a short run shock.

For the diagnostic checking, we test the presemfceeigal correlation
and heteroscedasticity in the errors and normafigrrors as well. Finally,
by using CUSUM and CUSUMSQ tests, we checked thbilgy of pa-
rameters of the model.

To examine the effects of monetary and fiscal jedicon economic
growth in Turkey, we use quarterly data over thdagoeof 1998Q1 and
2016Q3. The data is obtained from the Central Bdnkurkey database. In
the study, the Real GDP is used as proxy for taeaetput growth, while,
as mentioned in Angelopoulos and Philippopoulosd{20following the
common practice, Government Final Consumption Edjperes has been
used as proxy for fiscal policy. The overnight loaring rate, called the
Policy Interest rate, is used as proxy for monetaoiicy, since Central
Bank of the Republic of Turkey (CBRT) has been gdhis rate as a policy
rate within the framework of full-fledged Inflatiomargeting (IT), since
2006.

Empirical results
Prior to using our approach to co-integration, st fdetermined the de-

gree of the integration of the variables used endtudy. Since sample peri-
od includes the devastating economic crisis of 280d global crises of
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2008, to determine the degree of integration ofakées, we carried out

structural-break unit root tests of Zivot-Andrewable 1 shows the results
of structural break unit root tests. Based on #wilts in Table 1, we con-
clude that the variables, lgdp_sa and Icons_sdhardirst difference sta-

tionary, that is | (1), and pr is level stationagriable, that is, | (0). So, the
variables have a mixed degree of integration. Tthesresults of unit root

test results support the decision to use ARDL Basuedt approach to test
the existence of co-integration of among the véemb

To carry out this test, we first determine the B&RDL model by using
the Akaike Information Criterion (AIC) and theniesite UECM in Equa-
tion (3). Table 2 presents the results of ARDL Basitests.

Based on the results in Table 2, we reject the myplothesis of no co-
integration, since the computed value of F-sta8s{iL3.71009) is greater
than table upper bound critical value. This conolusndicates that there is
a long-term equilibrium relationship among variabl&herefore, we can
use estimates of short and long-run parameterwftirer analysis given in
Table 3.

When we examine the estimation results in Table8,can conclude
that sign of the coefficients of both monetary ppland fiscal policy varia-
bles are positive implying that they have a posifimpact on growth. But,
while positive effects of monetary policy varialdee significant in the
short run, they don’t have significant effect owth in the long run. On
the other hand, fiscal policy does have positivd significant effect on
growth in the long run. Moreover, 2008 crises dumwmyiable (20089g3)
has a negative significant effect on growth. Finathe speed of adjustment
coefficient, coefficient of ecm(-1), is negativedastatistically significant as
expected, indicating that while approximately 9%disfequilibrium is cor-
rected in each quarter, full adjustment to equililor takes about 11 quar-
ters.

The diagnostic tests result in Table 3 show theusbiess of the esti-
mates not indicating any evidence of neither autetation, heteroscedas-
ticity nor not normally distributed errors. AlsoUSUM and CUSUMSQ
tests indicate stable parameters for the model.

Table 4 reports results of Granger causality tddte.short-run Granger
test results in Table 4 show that there is a hitimaal short-run causality
running from Icons_sa to Igdp_sa. This result atsoforces the fact that
fiscal policy variable is relatively more effectittean that of monetary pol-
icy during the sample period. And also, these tesliould be interpreted
cautiously.

First of all, before the Global Financial Crisieth was a widely ac-
cepted belief for the use of the monetary policaffect economic activity
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and to fight against inflation. Secondly, the fispalicies used to be con-
sidered polices only harming economies and crea@rgpus adverse ef-
fects. But, latest global crises have caused dfiignt shift in the way that

the macroeconomists and policy makers evaluatesthgve importance of

those policies. In other words, as mentioned infSidga and Vieria (2017),

besides the renewed effect of recent crises onteebagarding the relative
effectiveness of monetary and fiscal policy, ifas to say that the conduct
of monetary policy has fuelled ongoing debatesrasdarch throughout the
world. These discussions were further deepened tvthadvent of the in-
flation targeting regime as a nominal anchor of dw®nomy, which is

a framework adopted by Turkey. The crisis also lkwg that price stabil-
ity is not enough to stabilize the economy as alejtend fiscal sustainabil-
ity is necessary to strengthen actions taken byetaoy authorities. More-
over, the crisis has shown that monetary policresraeffective after inter-

est rates are set at zero, that expansionary fdmlies must come to the
forefront, and that corrective fiscal policies dherefore an effective in-
strument. As a result, economic policies have beshaped. Thus, for the
purpose of financial stability and to foster/botrs¢ economic growth, the
Central banks should implement not only monetaflicigs, but also some
macro prudential policies. In other words, the dawation of both policies

is also required. Thus, the Central banks and gowents have to take
several actions to prevent economic activity fraalirig sharply. These

included the use of expansionary monetary andlfalicies, to stimulate

aggregate demand, followed by a fiscal consolidapoocess in several
countries. It should be also understood that foxuen a single instrument,
overnight interest rate in Turkey, ignoring thetfat without money and
exchange rate roles, and inadequate treatment ifetsathe independent
central banks puts its operation usefulness inbpgedy, particularly for

developing countries and open economies.

Conclusions

In this study, we investigate the relative effeetigss of monetary policy
and fiscal policy on economic growth in Turkey owre period of
1998Q1-2016Q3 by using ARDL Bounds testing appro&ch co-
integration and Granger causality tests. The resfitthe study indicate
that even though monetary policy has a positivetstum effect on growth,
the fiscal policy matters for growth both in theoghrun and long run. The-
se results are also supported by the Granger dyusts indicating bidi-
rectional causality running from fiscal policy \ale to growth. Based on
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the results of the study, we conclude that fisaaicp is more effective
than monetary policy to affect the economic growtiTurkey during the
sample period.

The empirical results and the conclusion shoulihtexpreted cautious-
ly. First of all, it should be noted that differenaicroeconomic policies can
play critical roles in promoting sustainable ecoimstability in a country,
which eventually create and environment for théefasconomic growth.
Secondly, monetary and fiscal policies are poliogls available for pro-
moting sustainable growth in the economy. Thirdbyhave sustained and
healthy economic growth, the coordination of monetad fiscal policies
are necessary and the absence of this coordinig#als to a poor overall
economic performance, even can harm the economsn Ewugh these
policies are conducted and implemented by two se@authorities in Tur-
key, it should be remembered that they are mutwddiyendent; requiring
a consistent and sustainable policy-mix framewtwkguarantee harmo-
nized monetary and fiscal policy and avoid possitdensistencies.

Thus, to promote sustain and healthy economic drotiie central bank
should focus on using effective monetary policy sugas necessary to
bring down the inflation to targeted rate and faatle interest rate. And
also, policy makers in Turkey should know the theit the accommodative
monetary and fiscal policies together are necessatrypnly for macroeco-
nomic stabilization, but also to foster/boost Tarkeconomy.

Whatever the empirical findings of the study ateshiould be remem-
bered that the relative effectiveness of the twiicigs still remains a puz-
zle for academics and in macroeconomic policy mamant. It should also
not be forgotten that we cannot reach conclusigalt® concerning insti-
tutional, developmental and political country-sfiecelements, methodo-
logical approaches, variables chosen, treatmeat, Téterefore, the study
always has some limitation and the results of thdyswill be always sub-
ject to criticism and scepticism. To avoid thisticism and decrease the
limitations, we need a further study to focus dntlase issues. Also, we
know the fact that the relative effectiveness stdél and monetary policies
in Turkey strongly and directly related to the @itimg economic and po-
litical conditions and policies adopted at any pairtime.
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Annex

Table 1. Breakpoint Unit Root Test

Breakpoint Unit Root Test

Variables Level First Difference

t-stat. Prob. Break date t-stat. Prob. Break date
lgdp_sa 0.6250 >0.99 2009Q2 -7.3694 <0.01 1999Q2
Icons_sa -3.3496 0.7595 2003Q1 -13.6170 <0.01 2004Q4
pr -6.4221 <0.01 2004Q2 - - -

Note: * denotes the rejection of the no cointegration at 1% level of significance.

Table 2. The Results of ARDL Cointegration Test

Optimal lag F- Bound critical
Model length statistics value Outcome
1(0) I(1)
lgdp_sa=f(lcons s, pr) (1,25) 1371009* 4.3 5 cointegration

200803

Note: * denotes the rejection of the no cointegration at 1% level of significance.

Table 3. Long-run and Short-run Estimations

Dependent variable =gdp_sa

Variable Coefficient | t-statistic Prob. values
Long-run results
CONSTANT 5.2455 3.0393 0.0037
LCONS_SA 0.8317 9.0338 0.0000
PR 0.0053 0.9888 0.3275
D2008Q3 -0.4990 -1.7930 0.0789
Short-run results
D(LCONS _SA) 0.1092 2.0556 0.0450
D(LCONS _SA(-1)) -0.0796 -1.4087 0.1650
D(PR) -0.0004 -0.8988 0.3730
D(PR(-1)) -0.0009 -2.7747 0.0077
D(PR(-2)) -0.0005 -1.8803 0.0658
D(PR(-3)) -0.0002 -1.1756 0.2452
D(PR(-4)) -0.0002 -1.7338 0.0890
D2008Q3 -0.0445 -5.2062 0.0000
ecm(-1)* -0.0891 -7.6201 0.0000
Test Test statistic Probability
Normality 22.8879 0.00001
Heteroscedasticity 1.0357 0.4302
Serial correlation 0.5658 0.6887
CUSUM Stable
CUSUMSQ Stable

Note: * denotes the rejection of null hypothesis at 1% level of significance.



Table 4. Short-run Granger Causality

Wald Test
Variables Test statistic Probability
F-statistic Chi-square F-statistic Chi-square
Icons_sa—lgdp_sa 2.4987* 7.4960* 0.0700 0.0577
pr—lgdp_sa 1.5124 9.0742 0.1930 0.1694

Note: * denotes the rejection of null hypothesis at 10% level of significance.





